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@ U.S. Small Business Administration
' Office of Inspector General
Washington, DC 20416

AUDIT REPORT
Issue Date: June 30, 2000

Number: 00-19

TO: James C. Ballentine, Associate Deputy Administrator for
Government Contracting & Minority Enterprise Development

Joseph P. Loddo, Chief Financial Officer

FROM: Robert G. Seabrooks, Assistant Inspector General
for Auditing

SUBJECT:  Audit of Small Disadvantaged Business Certification Program Obligations and
Expenditures

Attached is a copy of the subject report. The report contains two findings and four other
matters, with ten recommendations to the Associate Deputy Administrator for Government
Contracting and Minority Enterprise Development (one of which has already been implemented),
and one to the Chief Financial Officer.

The recommendations in this report are subject to review and implementation of corrective
action by your office in accordance with existing Agency procedures for audit follow-up. Please
provide your management decision for each recommendation made to you within 30 days from the
date of this report using the attached SBA Forms 1824, Recommendation Action Sheet.

Any questions or discussion of the issues contained in the report should be directed to
Robert Hultberg, Director, Business Devel opment Programs Group, at (202) 205-7204.

Attachments



SUMMARY

The purpose of this audit was to determine whether the Small Business Administration
(SBA) used Small Disadvantaged Business (SDB) funds for their intended purpose. The SDB
program provides federal procurement benefits to small disadvantaged businesses bidding on
federal contracts by giving them up to a 10 percent price preference on their bids. After approval
of the Department of Justice and the White House Affirmative Action Working Groups
recommendation that SBA certify all SDBs bidding for Federal contracts. Based on this, 13
Code of Federal Regulations (CFR) 124, Subpart B was published, requiring SBA to certify that
small disadvantaged businesses meet specific social, economic, ownership, and control eligibility
criteria. The Office of Management and Budget (OMB) determined that the top 20 agencies
utilizing SDBs would reimburse SBA for the cost of SDB certification. SBA sent Agency
Agreement |etters to these agencies, requesting payment. Based on these letters, SBA received
$22.0 million for Fiscal Years 1998 and 1999. We reviewed ajudgmental sample of $13.6
million of the total expenditures and obligations made as of July 31, 1999.

We found that about $3.0 million of the sampled expenditures and obligations were
related to non-SDB certification activities. These unallocable activities included construction
and furnishings, equipment, personnel costs, consulting costs, training, and marketing. An
additional $3.2 million for SDB overhead expenditures and development costs for an electronic
application system lacked sufficient supporting documentation to enable us to conclude whether
the costs were correctly allocated. In addition, SBA cancelled its plans to obligate approximately
$410,000 for a construction project after the auditors questioned the appropriateness of using
SDB funds for the project.

We also noted four other areas requiring management action to improve the operation of
the SDB Certification program:

» The SDB Certification program was funded through other agencies’ voluntary participation
in Economy Act Agreements, making the funding for the program unreliable and
unpredictable. There was no legal basis that assured the other agencies would continue
funding the program.

» The SDB Certification program and supporting offices were overstaffed with SDB funded
employees. Some 100% SDB funded employees spent significant amounts of their time on
non-SDB work.

» The SDB Certification and Eligibility office did not track itsinventory in SBA’s electronic
inventory management system.

» The SDB Certification and Eligibility office ordered excess equipment that remained in
storage for over one year.



We recommend that SBA:

» Adjust the SDB certification charges to other agencies after determining the actual FY's 1998
and 1999 SDB certification costs, factoring in the unallocable expenditures and developing
and implementing allocation methodol ogies that comply with the Economy Act
requirements;

* De-obligate al unexpended balances remaining for ineligible obligations;

» Seek alegal basisto require other agencies to reimburse SBA for the SDB certification
program;

» Assess future SDB workload requirements and adjust staffing levels accordingly; and

» Inventory furniture and equipment that was acquired with SDB funds and dispose of excess
SDB property.

Management agreed with all of the recommendations except the one to seek alegal basisto
require other agenciesto reimburse SBA. They stated that they have already implemented or are
in the process of implementing most of the other recommendations. Their responseis
summarized and evaluated at the end of each finding. See Appendix C for the full text of
Management’s May 12, 2000 and June 21, 2000 responses.

The findings in this report are the conclusions of the OIG’s Auditing Division based on our
review of selected SDB fund obligations and expenditures. The findings and recommendations
are subject to review, management decision and corrective action by your office in accordance
with existing Agency procedures for audit follow-up and resolution.



INTRODUCTION

A. BACKGROUND

The Small Disadvantaged Business (SDB) program provides federal procurement
benefits to small disadvantaged businesses bidding on federal contracts by giving them up to a
10 percent price preference on their bids. The Defense Acquisition Improvement Act of 1986
established the SDB program in the Department of Defense (DOD), the National Aeronautical
Space Administration (NASA), and the Coast Guard. The Federal Acquisition Streamlining Act
of 1994 expanded the program to all Federal agencies.

The SDB program started out as a self-certification program. Prior to bidding on federal
contracts, companies self-certified themselves as small and disadvantaged. However, after the
Supreme Court’ s decision in Adarand Constructors, Inc. v. Pena, 115 Sup. Ct. 2097 (1995), the
Department of Justice (DOJ) evaluated al federa procurement programs that used race-based
criteria. Based on this review, DOJ recommended that small disadvantaged businesses be pre-
certified by the government prior to receiving federal contracts in order to withstand court
challenges to the program.

The Office of Management and Budget determined that the 20 top agencies would
reimburse SBA for the cost of certifying SDBs. SBA sent Agency Agreement |letters to these 20
agenciesin Fiscal Years (FY) 1998 and 1999 requesting reimbursement for its costs. Asaresult
of these |etters, SBA received $11.3 million and $10.7 million as advance payments for SDB
certificationsin FY 1998 and 1999, respectively. The transfer of funds was authorized under the
Economy Act, which provides authority for agencies to place orders with other agencies and to
transfer funds to pay for the goods or services ordered. SBA established the Small
Disadvantaged Business Certification and Eligibility office in 1998 and published regulations for
the program in 13 CFR 124, Subpart B. SBA was responsible for (1) certifying small
disadvantaged businesses, (2) resolving protests regarding SDB status, (3) overseeing a network
of private certifiers, and (4) maintaining a database of certified SDBs.

B. AUDIT OBJECTIVE AND SCOPE

The audit objective was to determine whether SBA used SDB funds for SDB certification
purposes. Ininstanceswhere SBA did not properly allocate costs, we determined the correct
allocation based on the SDB program’ s proportionate share of the total costs of the activity or
event. Wereviewed ajudgmental sample of obligations from inception of the SDB certification
function at SBA in 1998 to July 31, 1999. We also reviewed the obligation for MEDWeek ’ 99,
which was obligated and expended after July 31, 1999; and overhead charges for FY's 1998 and
1999, which extended beyond July 31, 1999. Additionally, we interviewed officialsin the
following offices. SDB Certification and Eligibility, Human Resources, Communications &
Public Liaison, Administration, Government Contracting & Minority Enterprise Devel opment
(GC&MED), Genera Counsel (OGC), Chief Financial Officer (OCFO), Chief Information
Officer (OCIO), and the Office of Management and Budget (OMB).



With the exception of the items discussed below, the sample included all obligations over
$100,000 through July 31, 1999, and certain obligationsidentified as “questionable” in the audit
survey. We excluded obligations to the Minority Business Enterprise Legal Defense Fund co-
sponsorship (MBELDEF) from our sample since the SBA Office of Inspector Genera (OIG)/
Investigations Division was reviewing activities related to these expenditures. We did not audit
SDB reimbursements to the OIG for SDB related audits and investigations. Rather, we requested
that the Department of Health and Human Services (HHS) OIG review the SBA OIG overhead
allocation methodology. See Appendix B for the HHS OIG report.

The fieldwork was conducted from July 7, 1999 to September 24, 1999. The audit was
conducted in accordance with Government Auditing Standards.



RESULTSOF AUDIT

Finding A: Certain Obligations And Expenditures Were I neligible For SDB
Reimbur sement

Of the $13.6 million in obligations that we reviewed (as recorded by the OCFO),
expenditures of $2,098,827 and unexpended obligations of $868,150 were indligible to be paid
with SDB funds. Thisis because the costs were not related to SDB certification and dligibility,
or the costs were not properly allocated between the SDB certification function and the other
program(s) receiving benefits, as required by the Economy Act. Based on the Agency
Agreement letters, SBA was reimbursed for the cost of “SDB certifications.” SDB funds were
used for non-SDB certification and eligibility purposes as defined by the Federal Register dated
June 30, 1998 and the letter accompanying the Interagency Agreement that SBA sent to the 20
agencies.

Funds for SBA to conduct SDB certifications were transferred from other agencies under
the Economy Act. Comptroller General Decision, B-250377 (January 28, 1993), states that an
agency filling an Economy Act order must ensure that it is reimbursed for its actual cost without
augmenting its appropriations. Actual cost includes all direct costs attributable to providing the
goods or services ordered, as well asindirect costs that bear a significant relationship to
providing the goods or services. SBA’swritten guidance on the purpose of SDB certification
funds was a one sentence statement in the Interagency Agreements that stated “ Enclosed is the
Fiscal Year 1998/1999 Interagency Agreement (SF 1081) form to accomplish the transfer of
funds required for the U.S. Small Business Administration (SBA) to perform certification under
the Small Disadvantaged Business Program.”

The use of SDB funds on other SBA programs would augment SBA’ s appropriation, in
violation of the Economy Act and Appropriations Law. (General Accounting Office Redbook:
Appropriations Law-Val. 1, Chapter 6, Section E, Augmentation of Appropriations.) Thelaw
prohibits agencies from augmenting their appropriations from outside sources without specific
statutory authority. Various programs and offices that received goods or services paid for with
SDB funds, e.g. 8(a), HUBZone Empowerment Contracting (HUBZone), Government
Contracting (GC), OGC, OCIO, and Office of Administration, receive their own funds within the
SBA appropriation. The Economy Act governs the process when Federal agencies place orders
with other Federal agencies and are reimbursed for such services. In this situation, the funds
were limited to the responsibilities listed in the Federal Register dated June 30, 1998, page
35771: (1) certifying SDBs, (2) resolving protests regarding SDB status, (3) overseeing a
network of private certifiers, and (4) maintaining a database of certified SDBs. Examples of
ineligible obligations and expenditures are discussed below. See Appendix A for alisting of all
guestioned obligations and expenditures.




Construction and Furniture

Government Contracting & Minority Enterprise Development (GC&MED) Offices on the 8"
Floor of the WOC — The planned renovation of the non-SDB certification portions of
GC&MED (including converting the Eisenhower Conference Room into GC& MED offices)
totaling $535,947 was ineligible to be paid with SDB funds because it was not required for
SDB purposes. An additional $410,000, which was to be obligated for the GC&MED office
renovation, was canceled one week prior to its scheduled start date, after the auditors
guestioned the ADA/GC&MED’ s intent to use SDB funds for the renovation.

Desk Chairs - Two hundred forty (240) desk chairs were purchased although the SDB budget
allotted only 122 SDB funded FTEs. The $56,758 expended for the 118 desk chairsin
excess of the 122 needed for the SDB program was not allocable.

Equipment

In-Line Binder — The $92,294 abligation for an in-line binder was wholly not alocable since
SDB did not have a bona-fide need for this equipment as the binder has only been used to
bind non-SDB related products. This equipment was located in SBA’s print shop and was
available for SBA’s genera use.

Other Equipment — Obligations and expenditures for computers, printers, copiers, cell
phones, and fax machines purchased for non-SDB purposes or for personnel or offices with
multiple responsibilities in addition to SDB certification, should not have been fully paid
with SDB funds. Certain equipment was assigned to employees or offices with no SDB
affiliation, and therefore, was an ineligible SDB expense. In other instances, more
equipment was purchased than needed for SDB certification, e.g., SDB funds paid for 142
computers when there were 122 FTEs budgeted for SDB certification. Other equipment was
assigned to employees or offices overseeing SDB certification as well as other programs,
making portions of the expense not allocable. For example, all the programs the
ADA/GC&MED has responsibility for should have paid for the copier located in his office
suite, rather than having SDB funds pay for its entire cost. In total, we determined that
equipment obligations totaling $126,470 were not allocable to the SDB program.

Compensation and Benefits

Compensation and benefits paid to two employees were either wholly or partially

ineligible for reimbursement from SDB funds. The compensation and benefits for both
employees were paid entirely with SDB funds. One employee worked on the Mentor-protége
program, which is unrelated to SDB certification, therefore the entire compensation and benefits
paid to thisindividual wereineligible. The other employee had communications responsibilities
over six areas, only one of which was allocable to the SDB funds. Therefore, five-sixths of this
individual’s compensation and benefits were indligible. For the two employees, atotal of
$122,235 was in€ligible.



Consulting, Training, and Marketing

Certain consulting, training and marketing obligations and expenditures were either
wholly or partially ineligible for reimbursement from SDB funds since they were wholly or
partially unrelated to SDB certification. Ineligible obligations and expenditures totaled
$2,033,273.

» Software and Systems Consulting - A disproportionate share of these expenses were paid
with SDB funds. In some instances, the entire project was unrelated to SDB certification. In
other instances, SDB paid more than its share of the total cost.

» Traning events— Two of these events provided benefits to multiple SBA programs, but SDB
paid the entire expense.

» MedWeek — MedWeek '98 and MedWeek ’ 99 provided benefits to multiple programs, but
SDB paid a disproportionate share of the total cost.

Recommendations

We recommend that the Associate Deputy Administrator/Government Contracting &
Minority Enterprise Devel opment:

AO01: Instruct the Chief Financia Officer to adjust the SDB certification chargesto other
agencies after determining the actual FY's 1998 and 1999 SDB certification costs,
factoring in the unallocable expenditures (see Appendix A) and developing and
implementing allocation methodol ogies (see recommendation B0O3). If the amount
collected exceeds the actual cost, the CFO should be instructed to return the excess
collected to the other agencies. If the actual cost exceeds the amount collected, the CFO
should be instructed to collect additional funds from these agencies,

A02: Instruct the Chief Financial Officer to de-obligate the unexpended balances remaining for
ineligible obligations (see Appendix A);

AQ03: Develop and implement guidelines detailing when SDB funds can be used; and

A04: Not use SDB funds for office renovations unrelated to SDB certification. This
recommendation has already been implemented.



SBA Management’ s Response:

Management agreed with the four recommendations contained in this finding and that
$2.959 million in questioned items that were not allocable to the SDB program. They disagreed
with the draft report finding that certain construction and furniture costs for the 8" floor of the
Washington Design Center (WDC) and the 2™ and 5™ floors of the Washington Office Center
(WOC) should not be paid with SDB funds. The draft report questioned costs for those areas
that were not to be occupied by SDB employees (these items have been deleted in the final report
after the OIG evaluated Management’ s response). Management’ s rationale was that there were
122 SDB funded FTEs, and they constructed offices and cubicles for 122 employees. In doing
S0, these offices caused a displacement of non-SDB employees. They explained that it was
appropriate to design the 8" and 5™ floor office suites as they did, with some offices being for
non-SDB funded employees. See Appendix C for the full text of Management’ s response.

OI G Evaluation of Management’s Response:

While Management agreed to implement our recommendations, they did not detail what
was included in their “agreed upon questioned items” totaling $2.959 million, which was
approximately $8,000 less than the $2.967 million we questioned in this report. We accepted
Management’ s statement that the difference represented “timing adjustments,” i.e., increases or
decreases of obligations and expenditures after our audit cut-off date.

Based on Management’ s response, we have re-evaluated our audit results for constructing
and furnishing the 8" floor of the WDC and the 5™ and 2" floors of the WOC. We accepted
Management’ s response that it built workstations to house the additional 122 new FTEs that it
expected to hire and that it was not relevant who occupied the new workstations, aslong as all
the new SDB employees were provided work stations within SBA. Accordingly, we have
revised the final report by reducing our questioned costs by $523,213, to $2,966,977.

While we did not question the allocability of the $523,213, we believe that better
planning and communication could have reduced the renovation costs. SBA Management
appeared to have been very concerned on the need to accommodate 122 employees, without a
corresponding concern to monitor the activities to reduce space requirements prior to and during
various phases of construction. SBA built offices for the 122 budgeted SDB funded positions
without determining where each of the SDB funded employees (to be located in seven different
offices throughout the building) would be located. Had SBA determined where each of the 122
SDB funded employees were to be located before construction began, we believe that there was
an opportunity to reduce the total space actually constructed and furniture purchased with SDB
funds. One office, which had six of the 122 budgeted FTEs, orally communicated to a
GC&MED official prior to the beginning of any construction that it would not be hiring any new
employees, reducing the number of work stations needed by six. Another office did not plan on
hiring its five budgeted SDB funded employees until the need arose, thus indefinitely postponing
the need for five additional workstations. Apparently, the GC&MED official did not
communicate either of these developments to Administrative Services so that space requirements
could be adjusted downward. Given the requirements of the Economy Act to be reimbursed for



actual costs needed for the SDB program, better monitoring of staffing and space requirements
was needed.

Further, SBA was not prudent in its use of SDB funds to purchase certain new office
furniture. Fourteen non-SDB funded OGC employees were scheduled to be co-located with the
SDB attorneysin SDB funded space. Though some of these 14 employees had furniture in the
offices they were vacating, all the workstations received new furniture paid for with SDB funds,
at an average cost of over $7,500 per workstation. While these furnishings are included in
building and furnishing office space for the 122 SDB funded positions, SBA could have reduced
SDB expenses by moving these on-board employees with their existing furniture and only
charging SDB funds when there was an actual need for new furniture.

Management’ s response contained some additional comments that we addressed in
Appendix D to clarify our position.

Finding B: Unsupported Distribution of Overhead and Electronic Application System
Costs Charged to the SDB Certification Program

The Office of the Chief Financial Officer (OCFO) charged $2.8 million in overhead to
SDB funds for FY's 1998 and 1999 based on unsupported percentages. SDB funds also paid the
entire $446,634 expenditure for an electronic 8(a)/SDB application system, though both the 8(a)
and SDB Certification programs were to receive benefits from the system. SBA needsto
develop a cost allocation methodology so that the SDB expenses can be properly supported.

Overhead Expenses

The OCFO applied 15 percent and 10 percent of funds transferred from other agencies to
overhead in FY 1998 and FY 1999, respectively, without determining what expenses constitute
overhead or whether these percentages represented SDB'’s proper share of actual SBA overhead
costs. The Deputy CFO and a budget officer stated that SBA applied the same overhead rate to
the SDB program as the Disaster Assistance program. Without an established overhead cost
allocation methodology and structure, SBA cannot determine whether it properly charged other
agencies for the actual cost of SDB certifications as required by the Economy Act.

OCFO officias stated that SBA did not perform an overhead cost allocation study
because they were confident that SBA incurred more than 15 percent and 10 percent overhead.
However, they had not conducted any analyses to support this conclusion. In Management’s
response to the draft report, they stated, “Because the SDB certification program was new, SBA
could only estimate what the indirect costs to the program should be.” OCFO has recently
completed an agency-wide cost alocation study for FY 1999 to provide support for SBA’s
overhead charges.



Electronic 8(a)/SDB Application System

A portion of the cost to develop an electronic 8(a)/SDB application system, al of which
was paid with SDB funds, was an ineligible SDB expense. According to SBA’s Director of
Information Systems Support (1SS), one portion of this work was unique to the 8(a) program,
another was unique to the SDB Certification program, and the rest was common to both
programs. We could not determine the relative portion of each based on ISS' existing supporting
documentation. Since the 8(a) and SDB Certification programs were to both benefit from this
application system, SDB funds should not pay for all of the devel opment costs.

Recommendations

B01l: Werecommend that the Chief Financial Officer coordinate with the Associate Deputy
Administrator/Government Contracting & Minority Enterprise Development to identify
al direct and indirect costs chargeable to the SDB fund, and develop and implement an
allocation methodology to allocate overhead for the SDB Certification program that
meets the requirements of the Economy Act.

B02: We recommend that the Associate Deputy Administrator/Government Contracting &
Minority Enterprise Development coordinate with the Chief Information Officer to
develop and implement an allocation methodology that reasonably allocates the cost of
the electronic 8(a)/SDB application system between the 8(a) and SDB Certification
programs.

B03: We recommend that the Associate Deputy Administrator/Government Contracting &
Minority Enterprise Development direct the Chief Financial Officer, based on the results
reached from implementing recommendations BO1 and B02, adjust the chargesto SDB
for the FY 1998 and FY 1999 overhead and the 8(a)/SDB application system.

SBA Management’ s Response:

Management agreed with the three recommendations contained in this finding, stating
that they have completed the FY 1999 cost allocation study, and the results of that study will
justify the FY 1998 and FY 1999 charges. They did not believe that the percentages used to
charge the agencies for indirect costs were “arbitrary and unsupported,” but were derived based
on historical percentages of overhead costs for other SBA programs. Management also stated
that they are in the process of devising a cost allocation method to allocate the costs of the
electronic 8(a)/SDB application system. See Appendix C for the full text of Management’s
response.



OI G Evaluation of Management’ s Response:

Management has implemented recommendation BO1. We modified the report to take out
the term “arbitrary” in describing the percentages used for charging overhead. Since SBA had
not performed any analysis of the expected SDB related overhead charges at the time the charges
were made, the finding remains that these percentages were unsupported. The FY 1999 cost
study found that the FY 1999 overhead rate was 34 percent of direct costs.

Finding C: Other Areas Requiring Management Action to I mprove Oper ation of the SDB
Certification Program

Funding for the SDB Certification Program was Unreliable

Because there is no law or executive order that requires other Federal agencies to enter
into the Economy Act agreement with SBA to reimburse SBA for certifying SDBs, these Federa
agencies could elect to not participate in the Economy Act agreement and not pay SBA. The FY
1998 and FY 1999 funds were transferred from individual agenciesto SBA pursuant to SBA’s
request for these funds. This arrangement may not support the SDB Certification program in the
future. The Defense Information System (Department of Defense agency) did not pay SBA its
FY 1999 assessment, the Tennessee Valley Authority (TVA) did not pay its FY's 1998 and 1999
assessments, and NASA did not pay its FY 1998 assessment until FY 1999.

SDB Certification Program and Supporting Offices wer e Over staffed

While the actual number of SDB applications was 11 percent of the amount estimated,
SBA did not adequately adjust the SDB Certification and Eligibility workforce to parallel this
reduced workload. Further, some 100 percent SDB funded employees in other SBA offices were
not spending all of their time on SDB functions.

[ FOIA Exemption (b)(5)] aprior SBA Comptroller established the “51% rule” that
states that if at least 51% of the object whose funding is proposed supported a particular
program, that program’ s appropriations can be charged for the entire cost. SBA applied thisrule
to the SDB program and charged 100% of certain employees compensation and benefits to the
SDB fundsiif these employees devoted at |east 51% of their time on SDB work. The OCFO was
reviewing the validity of this guidance.

» The SDB Certification and Eligibility office requested 80 FTES to process the 30,000
SDB applications SBA estimated would be received each year. While SBA received
3,153 applications through September 30, 1999, it had 59 FTEs on board at 10/12/99,
down from ahigh of 64 FTEs. Under the original budget estimate, approximately
375 applications would be processed for each FTE on board (30,000/80). Assuming
each employee processed 375 applications per year, 9 SDB Certification and
Eligibility employees would have processed the 3,153 applications actually received.
Although SBA received far fewer SDB applications than anticipated during itsfirst
year, and the monthly numbers did not indicate a significant upward trend, SBA had
not adequately reduced the SDB Certification and Eligibility office’s workforce to
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compensate for this diminished workload. Management stated that they did not
reduce the staffing levels at the time of our audit fieldwork since the deadline for
subcontractors to be certified was pushed back to October 1, 1999 (after our
fieldwork ended), and that SBA anticipated a major increase in applications once the
subcontracting certification requirement became effective. They stated that after this
anticipated increase did not occur, they immediately began reducing their staff, and
based on the workload, will continue to do so.

* Onaverage, the 16 attorneysin OGC who were 100 percent funded by SDB,
estimated they spent 65 percent of their time working on SDB related issues.

* Two of the 100 percent SDB funded Office of Chief Information Officer (OCIO)
employees spent 50 and 51 percent of their time supporting the SDB program. These
employees were assigned to help develop, implement, and maintain the SDB tracking
system and the electronic 8(a)/SDB application system. The SDB tracking system
has been completed and implemented, and no further work is planned to complete
implementation of the electronic 8(a)/SDB application system. One of these
individuals indicated that he has not worked on SDB-related issues since March 31,
1999.

» Human Resources (HR) employed two SDB funded employees. One of these
employees was a supervisor who provided part-time support to SDB, devoting
approximately 60 percent of her time to SDB related matters during the time she was
employed at SBA.

SDB Furniture and Equipment was not I nventoried

The SDB Certification and Eligibility office did not inventory its furniture and equipment
in the Fixed Asset Accountability System (FAAS), an Agency-wide inventory system for
managing property. SOP 00-13-4 requires all inventory valued at $50 or more to be labeled and
tracked in FAAS. Although a staff assistant was assigned to oversee inventory, thisindividual
did not maintain any inventory records and was not familiar with SOP 00-13-4. Asaresult, SDB
officials did not know where some furniture and equipment were located, e.g., 38 desk chairs.

SDB Certification Program Purchased Excess Equipment

The SDB Certification and Eligibility office purchased excess SDB equipment that
remained in storage for over one year. Some equipment items, like computers, become obsolete
over time. SOP-00-13-4, Chapter 3, Excess Property, requires the disposal of excess property by
finding others within SBA or from another agency that could use the property. The former
Acting ADA/GC&MED stated that a consultant helped SBA with the logistics and determined
the amount of equipment to purchase. Management stated that they did not surplus excess
equipment since the deadline for subcontractors to be certified was pushed back to October 1,
1999 (after our fieldwork ended), and that SBA anticipated a major increase in applications once
the subcontracting certification requirement became effective and the results of itsintensive
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marketing efforts were realized. They believed that it was prudent not to dispose of this
equipment until it was clear that applications would not significantly increase and additional staff
would not be hired. This anticipated increase did not occur, and was acknowledged after the end
of the fieldwork portion of thisaudit. The auditor noted the following equipment that was kept
in storage for over one year:

* Five computers,

* Eight computer monitors;
*  One scanner;

* Onefax machine;

* Four cell phones; and

«  Seventeen pagers.

Recommendations

We recommend that the Associate Deputy Administrator/Government Contracting &
Minority Enterprise Devel opment:

CO01: Seek abasisto require mandatory reimbursement from other agencies to fund the SDB
Certification program through an executive order or amendments to the Federal
Acquisition Regulations.

C02: Assess future SDB workload requirements with appropriate offices employing SDB
funded employees and adjust staffing levels accordingly.

C03: Ensurethat all SDB equipment valued over $50 isinventoried through the FAAS.

C04. Assess whether any SBA offices can use some or al of the excess SDB equipment and if
s0, “sell” them the equipment. If aneed cannot be identified, notify GSA to make the
equipment available to others.

SBA Management’ s Response:

Management disagreed with recommendation CO01, stating that the Economy Act
provided sufficient legal authority to seek reimbursement from other agencies, therefore,
additional legal authority was not required. They agreed with recommendations C02, C03 and
C04. Management disagreed with our findings related to overstaffing and disposing of excess
equipment, stating that they did not reduce staffing or excess equipment earlier because SBA
anticipated a major increase in applications once the subcontracting certification requirement
became effective. See Appendix C for the full text of Management’ s response.

11



OI G Evaluation of Management’ s Response:

In their response to recommendation CO1 concerning obtaining alega basisto require
mandatory reimbursement from other agencies to fund the SDB Certification program,
Management did not address the voluntary nature of the agreement between the parties. Since
SBA and other agencies enter into the Economy Act agreement on a voluntary basis, SBA could
not require the other agencies to pay their share of the SDB assessment if the other agencies
opted not to sign the Economy Act agreement. We did not intend to convey that there was no
legal authority that permitted this kind of reimbursable agreement, but rather that there was no
legal basis which ensured that SBA received funding to carry out SDB certifications if the other
agencies decided not to sign the Economy Act Agreement. We have modified the language in
the final report to clarify thisissue.

We added Management’ s explanations of why they did not reduce staffing levels or
dispose of equipment earlier to the body of the report. Concerning excess equipment, the SDB
program should not have purchased more equipment than it could have reasonably used during
the fiscal year that the purchases were made. For example, 142 computers were purchased
although the budgeted SDB staffing level was 122 FTEs.

12



APPENDIX A

INELIGIBLE OBLIGATIONS

Description Obligated Expenditures Not Unexpended
Amount Allocable Obligations
Not Allocable
CONSTRUCTION AND FURNITURE $ 128,398 $ 464,307
8" floor GC&MED construction & furniture A 535,947 71,640 464,307
240 Desk chairs (8.6368.0320) 115,381 56,758 0
EQUIPMENT $ 208,973 $ 9,791
1 In-line binder (8.6368.0322) 92,294 82,660 9,634
4 Model 230 SLX copiers (8.6368.0350) 76,124 18,216 0
1 Model 230 SL copier (8.6368.0309) 20,125 14,518 0
142 Computers (8.6368.0303, 8.6368.0312, 8.6369.0013) 282,959 39,860 0
18 Printers (8.6368.0303, 8.6368.0312) 31,016 5,220 0
2 Computer servers (8.6368.0398) 12,610 12,610 0
2 High-performance computers (8.6368.0400, 8.6368.0401) 13,926 13,769 157
12 Laptop computers (8.6368.0399) 28,846 16,282 0
13 Cell phones (8.6368.0336) 5,960 720 0
6 Fax machines (8.6368.0325) 10,236 5,118 0
COMPENSATION AND BENEFITSFY S 98 and 99 to 7/31/99 $ 122,235 $ 0
CONSULTING, TRAINING AND MARKETING $1,639,221 $ 394,052
SSSI consulting - task order #5 (8.5464.0005B2) 64,998 64,998 0
RPI consulting (8.6368.0412) 649,839 345,461 304,378
Paradigm consulting (8.6368.0413) 249,400 194,458 54,942
Seta consulting - New Markets (8.6369.0005) 6,710 0 6,710
Seta consulting — Contracting Mall (9.6368.0134) 7,500 0 7,500
Seta consulting - Task order #5 (8.5464.0004, 9.5464.0016) 133,810 125,000 8,810
Seta consulting - Task order #3 (8.5464.0004) B 425,482 263,721 697
Seta consulting — Business and I T plans (9.6369.0006) 22,030 0 11,015
ASD consulting (8.6368.0334) 46,000 46,000 0
Crystal City Hilton training (9.6368.0140) B 46,763 35,072 0
Lansdowne Resort training (8.6368.0327) 396,038 297,029 0
Lansdowne Resort travel (8.6368.G331) B 114,432 85,824 0
Betah consulting (8.6368.0343) 63,315 31,658 0
MEDWeek '98 (8.6364.0015A) 200,000 50,000 0
MEDWeek '99 (9.6368.0185) 200,000 100,000 0
TOTAL $ 2,098,827 $ 868,150

A — Construction contracts covered multiple areas, therefore, auditor calculated the portion chargeable to specific areas
by multiplying the total contract cost by the ratio of square footage in a particular area divided by the total area
covered by the contract.

B — Figure represents the expended amount. Since the obligation was higher than the expended amount, and SBA can
use the unexpended balance for SDB related expenses, our review was limited to the amount expended.

13



APPENDTY B

DEPAKTMENT OF HEALTH & BUMANSERVICES 15" (68 ticn o inspecrer Gensra

LIS
U -"I_I"-L"‘I"
—
R 1 o Weshingien, DS, 1204
A ﬂ":' 17y
i R
o

DEC 2 pg

Peter L. MeClintock

Deputy Inspector General
Office of inspecior General
Small Busincss Administration
405 Thind Sireet, SW
Washingron, DT 20416

Dezar b1, MeClintock:

As requested, we performed agresd-upon procedures to evaluate the reasonsblencss of the
methodelogy wsed by the Small Business Administration, Offics of Inspector Ganeral (SBA-
i) to determine hourdy rtes used to allocate the costs of audit, investipative and other services
performad by the SBA-OIG to various appropriations and reimbiersable activities (allocation
rates). This Jelier provides you with the resulis of $his evalugtion.

The objective of pecforming \he agreed-upon procedures was to determine the reasonableness of
the methodalagy used by (he SBA-OLG to develop equitable cost allacations for various SBA
activities. Our work was limited to a review of the formula used by the SBA-OIG 1o czlonlate
the atlyeation rates for Fiscal Years 1999 and 2000, We did nod avsess the validity of undeclying
dlafa wsed 1o calculating the allocalion rates, which would include such information as the number
of direct biots ar amount of lotal cxpenditures incwred by the SBA-CIG. [he intonnaticn
contaned i this letter is tended solely for the mternal use of the SBA-OIG.

For each SBEA-OIG divisien perfomiing direrd services (1.€., Auditing, Investigations,
[nvestipatinns-Secanty and 1nspections) an allocation rate 18 deterrmned by a {ormiala that
divides wotal direat and indirect expendilures (compensation, benelits and allocated overhead) by
duect holry incurmed o amve 5l a “cost par hour™ A scparate rate is caleulated for cach SEA-
CIG divisian.

e reviewed the methodolegy used by the SEA-GIG 10 caleulate an allocation mle fus each of
s divisions, Based on this review, we believe the methodology used results in allocation raics
ithat accurately reflect the total direcl and indirect costs af audit, investipative and other services
pertormed by the SBA-OIG. Bevause we did ot 1eview e wnderlyiog data, our opioion is
hunated anly 1o the reasonableness aof the allocation methoed,
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Page 2 - Mr. McClinlock

We h::lpe thiat lhjsl information is responsive to your request. Please let me know if you have any
questions or require any additional information,

Sincerely,

Joe B. Rankin
Director

Human and Finangial Resources
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ARPPENDIX

U.S. SMall BUSIHESS ADMMISTRATISN
Waasrudaton, DG 2041 8

DATE: May 12, 2000

T Fober 3, Scabrooks

FROM: James C. Ballentine, ADA
Joscph F. Loddo, Chicf Financi

SUBJECT: Draft Andit of SDB Certifcaton Prosram
Obligations and Expenditures

This is in response 1o the drafl Auwdit of Small Disadvantaped Business (SDE)
Certibication Frograrmn Obligations and Expenditures conducted by he Office of Inspector
General {(I3). [n responding o the drail audil, we have followed the format of the audit
report. All litles are taken from the repont.

SUMMARY

The purposc of this Agency initiated audit, as explained by the OIG, was "to determine
whether the SBEA used SD3 funds for their intended purpose.” After investigating
cxpenditures made with SO funds, 1he OIG concluded that 335 million of the sampled
expendilores and obligations were nsed for non-SDD cetification purpuses, These
allepedly unalfocable expenscs were for construction. fumpishings, cguipment, personnel,
consuiing, trining, and matketios. For the reasons discusscd below, we disapres with
the £1¢i's conclusions with reyrand 1o construction and certain furnishings, and arc
coolinuing to analvze the g¢iher cast allecadons. We will give an even more detailed
avzessment of the Agency's canclusions regarding all costs in our response to the linal
audit repHel.

In additian 101t findinps with regand to specific expendileres, the TG sxpressed the
view 1hat {our areas reguoired manapement aclion (0 improve opetation of the SDE
cortifieation program. Those areas were the lack of kegal aulhority 0 assare eontinual
funding for the SDE certiftcation program; the overstalfing of employvess charged to the
SDE program; the lack of inventory trackinp; and lhe storapes oF equipment for cxcessive
armeunts ol e, For the reazons daseussed below, £1) we helieve that additienal legal
wtthoTity 1% ool necded 40 operate the 313 conification progranm; (21 we aeren that the
statfing level of the D03 proprsm nzeds 1o e conlinwaily assesse:l and adjusted ased oo
actuad workload, but, wlhen maule, staifing decisions were appropriate; (4] we aceopl the
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OIG's conclusions regarding failure to track inventory adequately; znd £4) we disagres
with the (M55 eonclusion that it was inappropriate 1o 5torc cquipment [or over a year.

The OIG made a2 number of recommendatons, including:

{1} adjust 800 cerificalion charges after datermining Ficeal Year (FY) 1998 and
1992 DB centification costs, facloring in the wnallocable cxpenditires and
devcloping allocation methodologics that comply with the Economy Act
roquiramants;

(2) de-obligate s]l ynexpended balances remaining for ineligible obliyations;

(2} aexk legal authority to require reimburssment from other agencies to fund the
SDE certification progorm;

(4} assess future SBB workload regquiremients and adjust staffing levels
ageordingly; and

(5] imventary furiture sod equipment thal was scquired with SDB funds and
dispose ol £xcess SDE property.

l¢ iz impertant to note that the QG draf audit report includes nonc of the explapations or
rexsons given by SBA management for charging various items to the SDB funds, MNer
docs the repart describe the conditians under which these decisions were made, The
absence uf such explanations and eamditienes resulls in 2 stmmg impression of wWrong-
deing or bad faith. %We strenuously object 1o any inference that there was any kad [aith
involved io BRA' decisions to allocate costs o the S0 funds wwier the Eoonomy Act.
Bercause the DB corafication proyram was new, SBA could only cstimate whac the
mmchiteet costs to the program would be. Marcover, atl parties concerned, including the
Office of Mansgement and Bodpet wul oe White Flowrse AfAmmative Action Working
Group (an interagency group), belicved 1hal SBA would recrive consideraldy more
carli fieation applications, requinng & much larger staff, larger facilities, and more
Exjuipment than has 5o far proved to be tic case. Thus, looked at in this conlext, it is
understandahle and inevitable thot adjustmants muset be made 25 the program matures.
We are firmly convinoed Oiat all decisions have been male in pood faith and in the fiom
belial thal 1he fundung allocations wers justifiel, legal, and appropriae.

With respeet ol specific OLG recommendatons, we agree witl the first
recotnmenklation. In Lazt, due {Hlce ofle Chict Financial OMicer (OCEQ} s cutrently
Leesamining a3l fundnoy of 3R cortificmien and related expenditures. Tias examination
nchudes eosts allocatsl w the SUE funds as well a3 costs charged to SBA'S
apprapriabicis related o SDB codlicanon ssvices. Ao acteeity-baeseal cosi accounting
sludy conomoisgioned B SEA T 90 i seussed belowd indicated that in Fy 'Yy, SHA
incuroedd aldditisnned cosls omisice oss diveety charged 1o01bhe S103 funding. (A copy ol
the cost study his ahealy been provioed @ the O0G and several discusswans bave been
Beld weith QLG sladl on the slady ) L3010 is commileed 1o wnng cest allocalion siudics m

17



AFPEHDI X <

the fumire to assign and allecale costs. In fact, in the latas mecling with the GG siaff on
Meonday, May 8, 2000, the QI concluded that the cast allocation study Ycan be
#vcoplable support for SDE reimborsement under the Economy Act,™

With regard to recommendations {23 and {37, we will continue o resxamine all charges
agamst the SDH accounl and to de-obligate any teccssary and appropriate amounts. &

Boh  Ew. (k)is) 1 the Econoroy Act provides sufficient
authority to allow SBA to operate the SDE program and recetve reimbursement fom the
participaling apencies. We do nol bolicve additionzl authorily Is nccessary,

We agree with the (UG in reconunendation (4) that SBA should agsess future SDB
workload requirements and adjusl staffing levels accordingly. In fact, that effort is well
undcrway, and staffing levels have already been significantly reduced, Finally, we agroe
with the OIG's recommendation (53 that ali fivniture and equipment acquired with SDE
funds be inventoricd and thal excess property be disposed of  That effort is also in
process and should be completed soon.

BACKGROUND

I response to the Supreme Court's decision in Adarand Coggtructors, Ine. v, Pena, 115
Sup. Cr 2007 (1995, the Clinton Administration vawed 1o “mend not end” affirmative
action. An initial response to this initialive was to sstablish the $DE/Certification and
Eligibility program. SEA, the Department of Tustice (D00 and the Administration
develuped the SDB centification progran o salisfy the strict sorutiny requirements of
Adarand. The goal was to establish an SDE contracting program that measured the
effects af diserimioation within particular industries, and centified SDEs througts
cartilicatien process that afso weuld include onlreach, research, educational and aversight
aclivitics.

Indtially, L3631 suppested that each Agency perform its own SDEB cenlifications, Afer
relhinking the ramifications of this decision, /1S suppesicd that the agencics centralice
the certification activity to cnsure that the Federl govormnent urilize one SDI3
cerification process (consistent with Adamnd). This centralized cortificarion proCoEs
would achivve consistency. reduce casts snd adotinsomarive burdens, and save the
#Eencies from the tirne-consuming task of establishing their own cedification prourams,
SBA was the natural cheice to eenitalize his process beczuse of its extensive EXA P CICE
in certifying Bla} conconts anl res]ving prolests in conncchian wilth both the &) and the
previous SR set-aside programs,

As recarmmended in the L] review of federal affirmatise action PrOCUrcIient programs,
SBA crested standards and paoeediutes by which s fimmt could apply 1o be recopnived as
an SOE Iaesponee 10 the TR0 ravieaw, the Vice Preandents Offiee loroed the White
Hawse Adfiromanive Actan Wiarkjng Lireanr ta, aamong oller ines. ad in the creation ol
te standacds and procedures necessacy o implemeant the S0 cerufication process. The
Working Choup was comprised ol representanves foom the Wiite Flowse, the Justiee
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Department, OMB, and other agency ropresentatives as apprropriate (&g, SEA,
Trangportation, Defense, Commerce). Due o the uncenainty of the number of actual
SDB subeontragtors (lack of adequate data), it was initially estimated that SBA wouid
require 838 full ime equivalent employees and 2 projected annual cost of $72,584,251.00
to procsss applications from approxiniately 160,000 potential S8DBs. However, OMB did
not approve such a high initial cost estimate, reasoning that such an estimate would deter
procunng agencies from panicipating financiaily. Scveral alismative proposals wers
introduced and eventually the Working Ureup agreed to 2 projection of 30,000 potential
SDBs and a requirement for 122 FTEs spread amongst various officss at SEA. OMEB
approved thess projestions, which at the time were considered extremely congervative by
the Working Group.

Using the prajected number of SDB applications, 3BA preparcd for the gurge of SDE
certification applications il cxpected 1o receive. These plans included hiring persennal,
purchasing cquipment, and localing suitable space o house the team of individuals
hecéssary to implement the program and ensure its viability ints the firture. Additionally,
SBA began ilz cxtensive marketing effons to infarm the procurement cogununity and the
public of the certification process and its benefits.

RESULTS OF AUDIT

Fiading A: Certain Oblipations And Expendilures Were [neligible For SDB
Reimbursement

The QTG objccted to cerain costs tu i claimed were incligible to be paid with STIH
funds cither because lhe cosls were virelated 1o the cetification function, or because Lthe
costs were nol allocated faiely among ail benefiting program areas. As poioted ol by the
013, the Comprradler Creneral has Tielf (hat an agency filling an Hoobarmy Aot order muast
ensure thai it 15 reimbursed for its actual cast without augmenting ils appropnations. Ses,
e, Matter off Federal Mesliation and Conciliation Service—Propriety of Finggoial
Managemen| Service Charpes Linder the Eranotoy Agl, B-25782]3 funpub. ), 1998 WL
23074 (Jan. 22, 1998), Actual eowt includes all direct costs anrbutshle to providing the
gaods or services ordered, ay well as indireot costs funded oot of the perfartvinge apcncy's
currently available approprations that bear 2 sigmificant relationship to providing the
goods or serviccs. 31 TS 2 $1535: 45 O F.R. Subpart 17.5; 3BA SOP Mo, 20-77,
Exiemal aod Ecoammeny Act Acreements, dated Jag. L4, 1994, As s general matter, we
agree with the OTC's {indiws conceming the restrictions on the use of Economy At
funds; bowewver, we disagres with seoe of their conclusions conecming speeific
cxpetaditures,

The Economy Aci provides aulbority 1or Federal apencies o wrder goods and services
front one ancaher, 31 DLSC §15550). Leanormy Act fumding must seflest 1the aclnal
cost ol the poods o services delovesen, b direst and indoecl, 31 U.8.C. GI1535(N); A8
R STT SGA T reiesvan £3.46) i cstons, C1ACH|as upizlil vanows methodologies o
determuing Lhs nadirect cosls of an Booaonuy Aol dransaclion. See Matter of Federal
Bezliation and Conciliation Servics (FRMUS)-Propricty of Financial Manacemnent Service

Ll
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(FME) Charges Under Economy Art, B.257823 (unpub.), 1958 WI, 23074 (JTan, 22,

1998 N use of standard hourly rate including indicect costs): David P. Hol Actin

General Counsel, Cantral Intclligence Apency, B-250377 (unpub.), 1993 WL 35613 (Jan.

28, 1993

Agencics are allowed flexibility in allocating obligations among different proprams, The
GAC statae: “There is fw mile or farmula for this allocation apart from the genegal
prescription that the egency niust usc a supportable methadoiogy.” I Hed Boak, p. 7-7.
GAD will not interfore with reascnably determined jntemai acoaunting peocedures of an
agency. Sgs Mater of Bcimburzements to Corpe of Egigg Civi] Works
Eevolving Fund Costs of fleecping B cs Idle, 3-2570654, 1995 WE 153632 (Apl
3, 1995y

Copstruction

We conclude that SBA properly aflocated the demolition, dezipgn and constmction of the
&% floor of the Washington Design Center and the 5% flgor of the Washington Office
Center 100% to the 5DB certificalion funds, The SEA niade reasonable spare decisions
inn Hight of prajections by the Working Groop that SBA wonld reocive at least 30,000
applicationy for 8183 cegtificatinn. SBA’s reliancee on the prejected number of
applications was reasonable fand iherefore, so too was the allocation} for the folluwing
PEASAILE:

*  Use of PRC-Met Database. These projestions were calcuiated, in part, from the PRO-
Met database af self-cortified ShBs and women-owned businasses (WOE).
Approximately 34,000 S0Bs and approximately 5,000 WORs were listed on PRO-
Met. The Working Ciroep assumed that cach of these fimas, al the very leasi, vrould
subrait an SDE applicalion w B A, The Warking Group assained thal such a ligure
would double afler taking inln consideration the possilility of mésw applicants. This
brought early Working Group prajeclions to the £0-100,000 rangc.

* Lvidentiary Stamlard Change, The YWorking Group anticipatel a large increase in
applications from businesyes cwned and controlled by Caucasian women. This
expectation wag precipitated by the change in the evideniiane standard required to
Prove social disadvantige, a direcl result of the Adamnd decision. Applicants not
oertbers of one ufthe gaups presumed o be disadvantaged are now toquired o
shewr social disadvantape by only 4 preponderanse of e evidence, Formerly, thesc
non-prosuned proap members were reguired 1o paave social disgdvantage by clear
and convincing evidencs by all acoounes and hasel on PAs] CRPCIISnces, 8 very
difficuill standard 1o preve. Thas, the Working Greup anticiprated thal g targe number
of applicatones would came in fiomw {7aucasian woaen, whe are not memibers of 3
BT [exnmed o be disadvantased for 506 cechiNealion purposes.

*  End af Sungontractar SelSCernHostons o &0 Sialug. Adoer ooy 1, 1995,
P curasims secking W receive credd vwerd ther SDBE atilizalion goals wore
requored 1o subconiract ooly with 533 A-conified 51035, Proar o Chotoher | Lo,
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SDEs were able to seli~cortify their SDB status. SBA reasonably anticipated that
afier October 1, 1999, the rate of SDE applications coming to SBA for action would
dramatically incrocase.

In essence, SBA, the Working Ciroup, and cther panicipatiog Federal agencics reasonably
anticipated a flood of SDE applications. 1ue 1o the anticipated numbier of &t least 30,000
applications and the Agency’s good faith belizf that the SDB certification program would
experiencs conlinial srowth, the Agency's decisions regarding initial construction for the
S5TE Program were rational and reasonable at the time they weore made. Although the
projectad nimber of 3113 applications never came to fwition, neither the SBA, the
Working Group, 1ot the otber participating Federal agencics could have foreseen this. 11
iz important to keep in mind that the Agency was tasked with sS{ing up a new program
with no previous histary and within an exiremely tight time frame. Given these
circumstances, SBA made reasonable decisions 1o provide sufficient space 1o snable the
SDE program to appropriately and expeditiously handle the anticipated applications.

SBA initially contacied the General Services Administration (GSA) to find a sullable
location to hovse all 122 FTEs, Alhoogh GSA located rental space in a distant location,
the Agency had concerns ahout the potential for management problems with $¢ many
employees operating away fram the main umbrella of the organization. Subscquently, the
Ageney located adequate space in the adjoining bullding, the Washington Design Center
WD}, and adequals space an the fifth and second foors of the Washingion Oifies
Center { WOIHEBAS Central CHlice]. The managsment ohjccrives of centralization and
convenience did result in a justifiable Apple effect, with somc offices being moved to
miake space available fir the SDB Program. (osts resultog from a ripple effect are
artributaldc and allocable ta the pragram cavsing the ripple maovement, see, e, 1o the
Fatier af Fanding for the Health Resaurces sdministeation Move, 536 Comp. Gen, 328
(Boug. 31, 19771 1o tetalily, SBA built 4 total of 1235 waork stations, belween the 8™ floor
WIS space and the 5™ floar of the WO, inorder 10 house the approved 122 500 FTE:
As stated peeviously, this process vavsed a domine edfect through the Agency and cerlain
non-30E FTEs were dizplaced.

Eth Nace of e Washineion Desipn Center Build-€iut Costs

The QG stated that oige porcent of e oewly aoguicsd aflice space oo the E™ Noor was

“designed for the ITUBFone program.’’ This statement 35 maccnrate and misleading,.
SHATe (o of Administcative Services {04 5) was tashed with creating the moast
cificient and incx pensive nse ofspace o adegquately howse all the FTEs involved io 500
cedificativns. It should be understoosd thar cyvery decesion made by the SBA in regard 1o
allocating space Tor SIH FTEs had a “rippling effoel’ oo other pars o0 ihe Agency.
CIAYS was cesponsible not mely far aking sure there was sullicient space for the 3D
FTES hut alun o fnding space fior 1l sexment of e Ascney displaced as a cesult of
IMe inserion ol ST pocsoanel inka e mis

The Blheeps ind the €U e lereneed evidences 1he doaane elTect coealed By 1he Lok
cerlddicalion proeram As e laued carlicr, CeAS was miven lioited laime 1o ind

R
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adequate space for SDB and non-SDB FTEs. The £ floor space in the WIDC was
available and offered ta the Apeney as rental space. SBA accepred the cotire space,
anlicipaling the SIMB program would require the whole area sipos it needed 1o
accomriadate 132 approved 5D FTE:. SBA built 20 siations in the WD, specifically
for the use of SDB FTEs. SBA would have acceptod more space in the WD Tiad it besn
availablc, to accomunodate all of the approved 122 SD3E FEFES, Howewver, thers was oo
ather space availablie in the WO, It was themfore apparent that to house all of the SDBE
FTEs in the WD and WikZ, it wus neccssary for SBA o displace some SBA employees
and relucale them o other arcas of the buitding,.

In the planning phase, HUTBZone employses were plotied oo 2 preliminary blucprint in
the: WD office space, Howewer, this blucpriot was ultimately not used. HIUTBZons
employeas never gecupied any part of the WIND space. In fact, the Agensy has used
atrather and Later blueprint which shows HUBZone croployess on the 8™ floor of the
Washington Office Center, and is in fact the aetual location of these HUBZone
emplayess. (Al blusprints were available o the O1G.) Thus, the Gact that a preliminary
hluepnnt hovsed HUBZenc staff in WHE docs not show that the space was “designad for
HIFBZones " If anything, this fact only evidences the Apency's ahiliey 1o remain faxible
when taskaed wilh such & difficult space issoe.

The IS pointed out that the Bivizion of Program Certi fRcation and Eligibitity (DPLCE)
eventually used thiz space within the 3(a3) proyram. As staled preoviously, SBA was
required to orcate the mmast efficient and cost effective meens w house the 122 FTEs
approved to work oo the SR cerlificalion process. At the designs stape of this process,
30A fully anticipaled tens of thousands of SDB applications. REeasonable projeclions
ang good failh csiimates appiroved by the Working Group sepparted this belict,

The Apcoey bull awr 1he WD with the reasonable heliel that the progratn wauld capidly
oxpand, a theory consistent wilh the number of projecisl applications. SR A had the duty
and responsibility to accomrnmodale tbe anvicipated rapid growih of the program. From a
sonslruciion standpoaiol, il oas ronch sasier e accmmnmodate growth sooner rather o
later. In light ol the ifficully of finding sdequale workspace, i was bedter (o provide for
later growlh at the onset of the program implementation rather than nisk cost of relocation
later. SBA also reazoerad that i was fac more eost efficient to build enouph space at the
Lepiung catiher than 1o buidld space on a piccemea] basis, This decizion was particulacl v
rrudant it view of O B's decision ibat the participating Avensies should conttibute more
al the stan of the progran 1o cever start up costs {such as consinucting appropriate work
space] 1Aan in e subacquent years of e poogran.

The current lovalian of the S{aDPCT craup in 1he W dees not inclicate that 1his space
was constreeles] for thetr benefie, As indicated. the buidld-oot of the WHHC space was
amuipaied Lo benelt the 5D Prescaan alene, 5134 made an asscssiment of the
wearkspac e revan ed o serve the 31T corti Moation prorsess amcd rmde reasonable
accoranodaiions o] on this ngscssimnzal Afler comsicactiomn was complotcd, ponions of
b WA remwieesd] vacand s 1he Aecncy stcadily hiresl 5104 FIUEs. SBA chese 1o keep
ibis wrew vacant G short veood of uone. dus 1o 1he anucipatian that additional stafl’
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would be nerded. The 8(a} DPCE's relocation inte the WD space is consistent with
G5A guidclines requinng SBA 1o use txcess space and eguipment internally or offer it o
other agencies. (Moteover, all 8(u) fizms are necessarily SI3Bs.} it was impossible [or the
Apgency o forcsce that the actual numiber of SDE applications would fall far below the
projectied numbers. Al the time the relevant decisions wers made, SBA, reasonably
anticipated thai the construction, demelition and design of this space would benefit the
SDB conlification program. Thus, SBA was justified in ailocating 100 percenl of these
casls lo S8 appropriated funds at the outset, despile subsequent evenis.

It is ifnponlant here to note that SBA did oot simply sit and wait for certification business,
ones indtial decizions had been made. It eggreszively pusued a variety of outreach and
rmarketing efforts, continuing w belicve oniginal cstimates could be realized as word of
the program spread. Sincec the 8D certification program began, SBA has held 30
Mational Cutreach scssions and has 9 more scheduled for this fiscal wear.

QG Office Suite on the 5™ Floor of the Washinaton Offjce Conter

The OIG staled that twenty-twe percent af the space in the fifth [lgor office zuite was not
allzeable to the SOB eedtification appropriation. We disageee with this assedion. The
NG mmzisted that because the SDBE badpet approved onoly baenty-four Oflice of General
Crounscl (O0GC) FTEs, cight of the 22 offices and cubicles built in this suite were not
allocabie 1o the SDBE appropration. Under the OIG rationaie the computer rajning room
and the Women’s Business Council acoupied the spave necessary to build these eight
offices.

In s0 stating, the OJG doesi't flly consider the kellowing. 1n Light oM 1he limeted
avatlable space in the WX e house SIDB FTCs, SHA was cexjuited to balid out a space
to house the 24 approved FTEs in the {4dTice of General Caunsel. But for the SDE
program, the degigr, demadition and caonstruction ol the i Gh floer oflice suile was oot
cequired. 583A lual adequace space an the seventh Noor to house all of ils non-SD0GE
dltormeys. To mainlain sooe semblance of order, contral and o arAgenmicnt, SEA was
required to find adequale space for all the DB artomeys in a contigunus location. The
fifih floor was the: only available localion m the building to do this.  Maorcowver, the SDB
attorness arc part of the Office of Ceneral Counsel s CHTce of General Law (Sl
SI3A reasonably delermined that the Office of Geoeral Tive pecded 1o be housed topether
as o it

Ry desigh, and L aocominodate 1l of OO, the oifices nod cuhicles i1t FLELE (Tomsr
oifice suide were buill to specifications Ul were less tian LISA s size ewmdelines for
office space, As siated previously, SBA rescarched the roast efficient and enost cost-
cffective meothod o houses all the ST FTEs. 53 A delermined thar Try Mrawing its
ciopHayecs 1l spsces dhal were sisaller tao suppesied Ty GiEga o Arency would he
able o Touss s D0 o one centrabized arca. SEA s allenalive o te curcent lary o was
Ly B bl vz Ve s vie ansdsend b space oo Ui FIER e sololy oy e 24 aprpraved 5013
fuoded PTEs, Toese 34 oiices coald love Been subistantially aper, moeeting (G54

I
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guidelines fur offlice space, and wauld stit] have displaced the Women's Business Couneil
and computer rAITINg raom,

In addition to the desire to keep (0051 inlact, il 1s also a fact that had all 122 FTEs been
hired as originally planned, all of the boild-oul space in the WD and on the 57 floor
wirllld Bave beon noeded for S8R stall and operations.

Government Coolracting & Minonty Enterprise Development (GO& MED) Ofices on
the £ Flgor of the WiOC and the 2™ Floor WO Construction

The CH{F clairs that 1the newly acquired space oo the 2™ Maor, desipned to replace the s*
flocr computer Iraining room, the 5™ foor Women’s Pusinsss Council and the planned
conversion of the 8™ MNocr Eiscnhovwcr conference room, should not have been allogaied
te the SDB funds becausce this space was fol requeired for SDB sertificalion purposes. As
prreviously discusscd, but far the DB program, the Women's Business Council and the
5™ floor computer KFaining room would not have heen displaced. These offices wens
moved o accommaodate the O0GL"s raove e the (AL floor space.  As stated abave, the
{HZL. in 1ts entirety, was rmaved 1o Lthe fifth floor as a result of prudend and reasonalile
managemant decizions o maintain the integrity of the (DFL. The planned converzion of
the Eizenbower Conference Moo nevear ook places, and the funds for this expenss were
de-obligated.

Equipnwent

W't have not yet completad our analysta of the QIO findings that cquipment vwas
impropecly purchased using $1¥13 funds. Therefore, we have decided 1o defer oor
vespronse Lo 1hese findings until te fioal report is issucd  [(For purposes of this response,
dexle chairs will be considers] equipmeni. )

Compensabion and Benelits

The QTS found that compensation and bencfits paid v two employecs were cither wholly
or parttally maligible for reimburscment oo 5137 funds. We agree with the 001G it
regand (o the two cmplovees and have alteady reallocaed the salary and benefits of thosc
cmpleyoc to S1A appooprilioos

Consultittp, Trsining, and Marvketing

W hiave not yol completed oue aoaivsis of 1he s findines with ceward 1o conswlling,
traiming, and markering and, thereforg, have decided 1o dotfer our respense 1o ihesc
MNrdings untid 1l 10al repor is ssaed.

Hecommmendalinns

The VG mads Lo stiecafic reconnmendations a3 a resull ol als Oodoigs with cepgand o
carnsulting, triaing sl marketing cosl allecations. sl o0 reconnneoded that che Chied
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Financial OfMicer adjust the SDB certifcation charges ta other agencics after determining
the actual FY '08 and FY '9%9 cedtification costs, factioring in unallocable exponditures and
develaping and implementing altocation methodologics, The COFQ is currently ip the
process of evaluating all expenditures for the SDE program, ineloding cxpenses paid
from SBA appropoiations. A key component of that effort is the evaluation of the
activity-based cost aliccation study foor FY 99 that found that the costs of operating the
SDR cettification program are present both within the direct SDE cxpendinire account as
well as within the general account of SR A, or Salzrics and Expenses. SBA believes this
mcthod of identifying and allocaling costs is appropriate, and the OIG has concluded in
our recenl meeting Lhat this method iz appropriate. As such, we have 2206 begun the siarl
of our next study to update the data for FY 2000,

The (ICFO will use the results of the FY "99 study te determine a reasonable allocation
ol agcncy wids costs to the SDE program as both direct and indirect costs of thar
program, Thizs study alzo lends suppornt 1o oor indivest chacge in FY "98 and will assist in
forming our estimated indirect charges for FY "00. Further documentation of the cost
allocation study is being completed and the gridelines for the FY "00 study will include
more speciflc insiuclions, consisiont with recoqunendations made by the OIG,. This
should more clearly identify those costs associated with the SDBR program that are paid
from agency Munds. The OIG comments in this area have Be=n wery helpful in
strengthenine and InpToving our cost study as we move foarward,

SBA has already established stronger wnternal controls over ali programs, tocluding SDE
funding. We have established 5 steonger inlermnal planining process for this account, In
addition, B4 has changed its procedures to create dual conire] over the 5DEB funds. In
the past, one individual beld boih the authar ty t comemit SDH fiunds and bedectary
responsibility to monitor excoution wilkin the account.  Under the new procedures, the
ADAGCEMEL and Deputy AMNFAASCSRMED hoeld autbarity (o commit 5D fonds.
However, the CFO's Office of Flanning and Budpet now reviews all abligations, That
effice is responsible for determining balk the availability of funds amil the
Approprialencss ol the commitmnent.

The: OIG's second recormmendation was that the CFO de-cbligate the unexpended
balances remaining for incligible ohligations. To the extent necessary and appropriate,
the CTFO will de—ohligate fueds vnce i completes its analysis of these casts.

The ahird secommizhdalion was tha: SBA develop and utplensent guidelines detalliog
when S0 funds can ber used. Tl will be excerted thia uyrer Lhes internal conleols that
will be excroised vver ihe expenditure of funds allacated &y the program office and more
specific gudelines on the allkralicon o cests when mare (han onc program henefits fromm
the expenduiure. Additicoal puidance is being developed for the conduct of the By 700
cogl atlocation study Lo sldain nw s delicilive responscs fram S11A eimployecs oo tirng
slevorzd o we LI prasoram,

The ONGES feanth remommendation was e S0 Tunds o be pecd Loe offiee reioy ol
wireladied o ST cernifiomtion Thae Q0403 meted 1hat 1his Tec oinmendatoo has already
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been impleinented. SBA has no comment on this recommendation other than to cepeal its
position, as cxplaincd above, that the renovalions paid For with SDB funds were related to
SDE certification, and therefore there is no action to be corrected in the future.

Finding B: Impreper and Unsupported Distribution of Overhead and Electronmic
Application System Costs o the 5DB Certilicaton Program

(rverhead Expenses -

According o the O, the GHZFO appdied 15 pereent and 10 percene of the funds
trapnsfcrred from other agencies W overhead in FY '9% and FY 949, respectively, withouot
determining what expenses constitutcd overhead or whather these percentages
represanted tho SDB program's proper share of aciual SBA overhead costs. As iz the casc
with regard to many Economy Act- funded activitics, an estitate was made al the
beginning ol the year in crder to receive the appropriate level of funding to operate the
program. Cfhviously at that éime the apency had no specific basis of mowledas as to
what the appropriate indircct cosws would be for FY 98, as the program was new and
SHA had ne comparable experiences {ftom which lo draw for a project of thiz size and
seope. Sinularly, our experences in FY 9E did not provide adequate information on
witich to hase an estimate for Fy 'U9 bacause the program was in a start-up phase.

¥ "9 is the first year for which we hawve comprehonsive data on widch to hase a
reasonable cost allecalion methodology. As stated above, we have already undertaken
the cost sowdy for FY 99, and have provided thiz to the CHG. We arc cummently reviewing
the results of the study, considering 1he comments provided by the OIG. 1t is also our
position that tha 15 and 1D percont figurca were not "arbitrary and wisuppacted.” Thesc
numntbers were derived from S1EA% expenience dealing with cverbead and igdirect costs
generally and were based an hislorical percentages of overheasd costs for SBAE other
programs As stated abovies, SBEA i reexamiining all charees 1o the 513 accaum for FY
8 and '99, mncluding (he results ot the cost study, o detenmine the appropriate charges
1o the SDE fundls for these yoars and be supproct an estunate of FY 00 indirect chareos.

Eleetromic $(a)'SDBE Applicalion Sysicm

We have nal yor completed our analyses af the D1G's Grdings with regard 1o clecoronic
Ba)BDE sverems anil, therefare, have docided 1o defer our responsc to these findings
urtit the Cioal vepor is issucd.

Recommendaticns

The first QL] recuwaramendalion was that the Ohict Fipancial €0 cer canndinate with the
ALACERET 10 dovelap amd noplonenl aomsthodelapy 1o i lovale overhead for the

S1IMA corcilication progron that moers e regquicenents of e monomy Aol s stacesd
airoeie, e ares cumCiEly oy the prasess af daiog this.

1
]

26

C



EPRENDIN o

The secend recommendation was that SBA develop and implement 2 methodology (hat
reasonably allacates the cost of the clectronic application system bebsccn the 8{a) and
SO certiflicalion pragrams. As stated above, SBA 15 in the process of analyzing these

prior cosis and will develop a methododagy ol allecating [uiure cosis of B{a) and S0B
systems.

The OLs thicd recommendation was that funds be reallocated as a resull of
impiementing ke allove recommendations, We accept this rccommmendation Lo the extent
that we ultimmately find that funds need ta be reallocated.

Finding C: (her Areas Hequiring Managemenl Action (o Improve (bperation of
the SPB Certilicatien EF'rogram

SBA Meeds to Take Action 1o e Assurcd of Continved Funding for SDB
Certificalicn

The OIS paimted oul it its audil repait that there is no kaw or excculive order that
requires other Mederal apencies ta reimburse SPEA. Therefore, according to the 00, these
federzl agencics do not have o renmburse SBA. The QG opinc] that this arTangemnlent
may nol suppart the SDE certification program in the fugure. The report did nol include
specific recommendations for acguiring, e approprate legal authonty.

We huve cansidered the OIG's recommendation, and, based on discussions with tha
Ofice of Geoneral Coonsal, have concluded ihat the Econeowy Act prevides suffieient
legal authority (o enable SBA o receive funds from the contribwting apencies and to
operate the program, and, thus, aulditional legpal authorily is not considercd cssencial.

ST ¢ertification Frogram and Supporting Oices wers O versialied

According 1o e OIG, while the actnal number of SDE applications was 11 pereent of
thhe amount vripally estonated, SHA Sid not adeguately acdjoat the SDE Conification
and Eligibility workforee 1o paralle] this reduced workload, The (G also found that
some S tonded employees nother SBA otfices were 1oL spenling 100 percent of
thoir time oo S0 funclons. The (3703 stated that, on average, the SDB-funded attameys
i O30T who were 100 percent Bundad Ty S0B gslitnated they spent £5 percent of 1beir
time wearkang on ST related issucs.

Althoupl wee alo et dispuce this findug, we think it is cgually waponant to ool thal
numerous ecployees nol paid direct by oo SOB furus spent considerable amounts of
Hme in FY "9 on SDB activities,  Those smployees melude the General Cuounscl,
Treputy Ceucral Counesl. Phumen Rosourses managemenl cimHovees, ficld eonployees,
sAmFE ol e A LA & LT3, e slad ] i managers in L RO s alTice.

The Q10 bl stoted e e andis repoe shat, anhoogeb SEA reoceey ol far fewer 511

appleatiens Uim antieipated duen:e its tivst year, amd o mromhily nombers did not
indicate @ saenifieme upssand feend, A bad ot adeguately rodmcel ghe S
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Certification and Eligibility office's warkforcs to compensate for Lhis diminished
weearkloacd,

We strenuously disagree with this finding. The OLG did not consider the fact that the
requiremsnls thal subcontractors ke certifted did nat bacome effective untdl October 1,
1999, SBA did not koow whal the e of applications would ultimately e wnkil afler thal
requiremnent taok aeffect. bdany SDBs are more interested in fedeml subcontracts than
prms conlmacls. As long as SDO subcontaclors were ahle to self-centify ac SDRs, they
bad no incentive ko seek cerificstion from the SBA. SBA anticipated] 2 major incrzase in
applicadons goce the subcontracting certification requirement became offcctive.
Therefore, il was not prudent to redouce stafling ontil this key date had passed and the
agency had time 1o gauge e response 1o thiz new reguirement, Whan the anticipaied
increase did net take place, the SDB office immediately begzan (o reduce its staff and wAll
cantinue L do 50 based on workload. As of this wriling, SBA has reduced the SDE-
funded personnel fiorn 23 ta 56, a 33 perecnt decrcase,

SR Furniture and Equipment was not Tnveninricd .

Acearding v the OG, the SDB Cotificacion and Rligibility CHfice management did not
inventory its furmdture and equipment in ihs Fixed Assat Accountability System (FAAS),
an Agency-wide inventeoy sysiem for managing property. As & resull, SDB officials did
nol koow whers some fummiture and equapment were located .

We agree with the {3IC0 that certain ems of inventory were not properly invenaned. We
are currently laking aclion 1o cormectly inventary all itenis in accordance with FAAS, We
bave alzo laken action to wosurs 1l all Deure cguipment pucchased for the 8138 office
will b inventoried i accordance with S1B3A's Standard COperating Frocedures.

SDT Certification Program Parchased Fxcess Tguipment

The 010G delermingd that the SOE Cetification and Bligibility offzee porchasedl excess
SDI equiprnent that remained in storage 1t over ope vear, and peinted out that SOP-TH)-
13-4 requires 1hs disposal of excoas pnaperty by Onding ather offices within SBA or olheor
apencics that can use the prropany

We desagree with the CHG s finding Wat @gquipareent remanaed oo long in sterage and
shacudd baove beon deciared excoms, ael giver away or othersse disposad of. At the time
the SO comilication puowzan wis sxlallished. i was snicipated that STA would coceive
al loast 3000000 apelicalines The SitA cxpectod o significant increase in applicalions oooe
the requircasenl ol federal subeoncracton s e cormified by 5134 bocame effective, That
did 1o vcour uniE Deinber L1930,

Ton addditicn, iz B4 dod von Ensee s lon o i Lhe reslis of i1s fnesrsve raacketing.
etfoms wwron kil b zealived il Toens o an coscass o opprications. Upowntil ey
ool Lo Lack ot aprpluweaiiar st aons was belicved olsa w be the resuld of s lack
of awacsuess on tha part of che pulibe. Mos sources o aod outsele o SEA bodicved e
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applications woull increase significantly once the public was maede fully awarc of the
coriification requiremeant and the implications of nol being SBA-cortified. For thess
ICASONS, il was only prudent manageonent ool (o dispose of any polential excesy
equipment witil it was clear that applications would not significantly increase and that
addilional stafl would ot be hited. Thus, B was nol wnreasonable tader the
circumstances 13 haid the relevant items of squipmend for ovor one ycar.

Recommendations

The OIG's lirst reconunendation was to seek Jegad suthorily Lo reguire reimbursement
from other agencies. As stated alwove, we do not belicve this is NoCessary.

The OI('s sevond recommendation was 1o assess fivture SDE workload requirements
with appropriate effices cmploying SDR-funded cmployecs and to adjust staffing levels
accondingly. Thiz Baz already been done, and will continuc to be done as the PITETA
malurcs.

The OIG's thind recommendation was to epsure that 1213 equipment vaboed ocver S50 is
ioventaried through the FAAS, This is also being accamplished.

The OIF: fourth and final recommendation was that we should dispose of any cxcess
cquipiment in accordance with GSA guidelioes. We ars comenily in the process al doing
tiies.

Thank wou for the: opportuinty 2 commeont on Uis drafl repott. We will contiouc to work

with your s1aff as we further analvze the varicuws ilems of cosf in anlicipation of a more
cormpeic reaponse iy 1he final avithd repor.

e
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U.E. Smau BusiNESS ADMINISTRATION
WasHINGTON, D.C, 20418

TR
DATE: June 21, 200
T: Robemt . Sesbrocks
- Assistant Inspector General for B
FROWM- James 7, Ballentine, ADASG —
Jaseph P, Lowdda, £FD
SUBIECT: Audit of SDB Cenjfication P, Cibligations end Expenditures

This memorandum is provided to give wou & more current and complete responaes to the
remaining issucs identified in your DRAFT audit report, since several of the items wers still
being reviewed and analyzed by our staffs at the tinne the May 12 response was submitted to Yo,
We ask that the entire content of this memorandum be incorporated into cur previcus Bay 12*
response o vou. Wil these effornz, we believe that al] substantive izsues identifed in the audit
have been satisfactofily addresscd, We will work closely with your offfce to implement these
recammendations.

Oyery isw:

The 308 initiative was established in collaboration with Oh{B, I3, and ather Federl Agencics
4% a respanss 10 the Supreme Court’s Adamnd » Pena decision, As we have previously noted,
thiz iniliative incorporates elements of three seatutes: section 1207 of e Malional Defense
Authorization Act for Fiscal Year 1987, Puly. L. 9%.661; the 1994 Federa] Acquisition
Streamlining Act {FASA)Y und the Small Business Aot Further, the Econamy Act authoriees
SBA tr act as 8 service provider and charge vlher agencies for S0 cenification and related
SEFY GBS .

The STHME certification program encompasses more than just 3128 cemification. [1 centralizes the
pavommgit-wide certification process for small dizadvantaged busiteszes within SBA, providing
a number of conract benelis for S120s, and includes auireach and waining,.

Lipdared Mezponse:

We understand frem ihe meeting with your stadT oo Wednesday, June 7. 2000, thae vou have
revised wour gquestiooed costs dowrnward by abour S50 thousand based on the additiooal
discuzsion between our officos, Sudditicnally, from wour meeung with the QCFO on Thursday,
Junc 8, 20040, we understand that you have aceepred the By 1W9% cast allecalion study, as
adjusted, o justify the indicect costs far FY 1998 and Y 199, We arc very pleased with the
progress that we have been able to jointly make durisg (iis fime to reach a cumsensus on the
Mnancial management issncs (at weee identified in the DRAFT repor.

The cos= that have besn questioned by your office now 101l 32,567 midlion Yoo identbfied 3268
thousund of these cos1s as noever having heen liqoidaced, [caving a “net™ ocbligation of $2.099
anillivn that needs 10 be jeversed and charged 1z 5124 Saleries and Bxpenses neconar in FY
1958 and F¥ 1999 We concur with moest of these questioned costs, with only minar dilferenzes.
We Lelfeve the differenaes sepryvent timing wdjustments since yeu (irst slerled wour revicw of Fort.
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Oy total for the apreed-upon questicned ilems is $2.959 million. We nced La separately identify
FY 1998 and IFY 1999 charpes and adjustmonts due 13 the vse of specife annuez! appropriations.
Thercfore, our analysis resulis in the following: $2.515 million in fuestioned casts in FY 998,
l=sz %553 thausand in unliquidated obligasions, for & "net™ obligation adjugiment 1o SHAs
Salaries & Expenscs of $1.962 million. The revised FY 1998 wiaf cbligations is therefore
57419 million, leaving 4 balance of £3.842 million.

Far FY 190, we have identified $443 thowsand in quesitoned costs, fess 399 thouzand in
unliquidated obligations, far & “net™ obligatian adjustment o SBA" s Salaries & Expenzes ol 5344
thousand. The revised FY 1999 -tolal obligations. before the adjustment in indirect costs
explained below, iz $9.077 million

The cost allosation study identifics a total cost af SDE certification and related =ervices for FY
1992 of 311,298 million. Purther adjustments o the study of §154 thausand have becn identifisd
&nd accepied by our office, and, when added to the 3447 thousand in questioned costs abowe,
tesult in total abligations for the SINE program for FY 1999 of $10.791 millian, leaving & balance
of £302 thowsand.

The abave adjustments o charge the additignal indirecr costs to FY 1999 and to reverse the
qucstioned costs are currently baing made in our accounting system. Additionally, we inlend 1o
rehate to the reimbursing apencies $3.551 million in FY 1928 funds and $266 thousand in ¥Y
1999 funds. These rebales may end up slightly diferent due o additional time lapsed berwesn
this analysis and the final accounting adjustments. The accounting adjusiments will be completed
thiz month and the rebales soon thereafter,

In addition to the abowe, we have analyzed Lhe indirect charpes in FY¥ 'z 1908 and 1990, using the
FY 10493 cost allocarion study s a basis. The FY 1998 indirect costs of ¥1.689 million represent
29 percent of the adiwsted direct oblipations. The FY 1992 jodirect cosic of $2.6%4 millisn From
the: study represent 34 percent of the adjusted divect oblipations for FY 1999, While SBaA did not
have available o detailed cost study to fully justify the indirect cost allocation wsed in FY 1998,
the results af the FY 1999 cost alluvcation study sufficiently support these chanres as reasonable
and justifiable, and we wndemtand thal you concur with this conclusion. [t s olso rersonable to
use dhis same study as the dmitial basis for determintng the FY 2000 indirect costs that will be
validated through the FY 2000 study to be undectaken later this vear,

We have attached a summary of the recommendations in your FRAFT repod and our cument
respanse 1o eacli This review has heen heipful to our fingncial manegement of the S8 program,
and as & resylt we ore cunfident that anly abbizations that dicectly aelate 4o the SDE pragram arc
now charged apainst 500 fundemp,.

IF you have any questions about these fssuss, or oeed fdhsr clarification, please call s

31



APPEMNDIX L

Summary of 015G SDE Audit Kecommendations

A01l.  Instruct the Chief Finamcial CHficer w adjust the SDB cectification charges to odher
agencics afler deteomining the actual FY"s 4% and 49 SD0 cectification castz, factoring in
the uwnaliccable expenditures {see Appendix A} and developing and implementing
allocation methodologies (50¢ reeommendation B03).  Lf the amount collected exceeds
the actual cost, the CFO shiould be instructed to retum the #xeess colleeted to the other

apsncies. 1f the actual cost exceeds the anvount coilested, the CFO should be instructed
La eallect thee additional funds from these agencies, '

We agree, and arc in the process of making the appropriate accounting adjustments during,
the month of June, lallawed by rebates o the agencies.

AD2.  Instruct the Chicf Financial Officer to de-obligate afl unexpended balances rmaining for
inzligible obligations (see Appendix A).

We agres, and as part of our accounting adjustiments these de-vhligations are being made.
AD3.  Develop and implement guidelines dotadling when SDB funds can bz used.

We apree 1o develop an annual operating budget plan that contains sufficieat detailz on
expenditurcs o allow o determination 85 to the appropriatness af the use of funds in
accordance with the Economy Al agreements. The plan would be submited throwgh the
L FO w the Deputy Administatar fur approval,

Add. Mot use SDB funds for allice renovations not mslated to S0OB certifcadon,  1has
recommmendalion hus already been implemented.

We agree. and have elready inplemented as noted.

Bt We recommend that the Chisf Financial Officer coordinate with the Associate [epuly
AdminisraterGovemment Conlracting & Minarity Enterprise LDevelopment to identafy
all direet and indirect costs chargeabie to the SOE fund, and develop and implecnent an
aflecation methodalogy o afloeate overhead for the SOB Cerificalion prograo that
meets 1he requiremenis 4f the Boonenty Act.

We agree. and hawe completed the FY 1999 cosr allosativn sfudy that providas the
methodology and allocation of dicect and iondirget costs to the SDB cenificLlion program.
This will bz furher refined far EY 2000, If will servs as the basis for allocations in the
budget plan fae fulure vears. and will serve o validate these charges afier e yoof has
o luded.

PLL |
Sl
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We recommend that the Associate Ileputy Administaior/Covemment Contracting &
tMinority Enterprisc Devclopment coordinate with the Chicf Infarmation CHficer to
develop and implement an sllocation methodalagy that reasonabrly allocates the cosi of
the elecronke S(aWSDB application systety beween the £(a) and S0EB Cenification
PrOSCAMmS-

We apree, and are currenfly in the process of devising a cost allpcation method to allocare
the cosis of the 8(a)ySDB clectronic application betwecn the £{a) and 5B programs. We
hope to devise a strategy that will {airly allocate these costs, factoning in SBA employes
salaries, relative costs for the total application, and portions af the application that apply
onby lo the Bfa) progeam and should nol be charged at all 1o SDE funds. We loal:
forward o working with your office in this effort

We reepmmend that the Associate Deputy AdministratorfGovemment Conuacting &
Minority Enterprize Development et the Chief Financial Officer, based on the rcsulis
reached tram implementing recommendations B0 and B02, adjust the charges to SDB
for the FY 1998 and FY 1999 overhcad and the E(ap/SDE application Syghem.

Wo agros, and the cumrent accounting adjustments will incorpomate thess items.

We recammiend thai the agency seck legal autharity 1o requice reimbursement from the
other agencies 1o fund the SDE centificalion program theough an Exccutive Oicder or
amendments 1o the Federal Acquisition Regulatiens.

The Egonomy Act nrovides suflicient lepal antocily for us to adminisler the SO0
program and bill the participating agencics. This suthority is the same as used by ull
agencics operating similar activities, and ey would experience the sams problems.

Assess future SDB workload requirements with appropriate offices employing SI0-
funded prnployees and adjust staffing levels aceordingly.

We agres, and have already made projgram adjusioents in FY 200 reducing thie salfing
lewve] from sbous £ 10 30, We continue Lo assess 1he anticipatad warkload and will fasior
thiz into cur Fr 2001 planning.

Tinsure that all 5DB cquipment valued coer B30 13 inwenteried Uirouph the FAMS,

We spres, and are curmentily wnderaking a decailed inventory of furniture and equipmest
tliac should be completed this summes.

Ansess whether any SEA offices can uwe some of all of the excess ST eguipment and, it

s, 2211 them the eguipment. 1F 3 nesd cannct be identified, notity GS5A w make the
eopyipeene available 1o odhers,

W apree that iF cxeess S[35-funded equapment <in e wsed elsewhere within the

Apency. v will Fallow appoop riate rules to rransler this equipment. Licess e U TITLEs:E
o el mwetere needed wikl b disposed of innaecanlance with upplizable repwiaiicns.
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APPENDIX D
FURTHER EVALUATION OF
MANAGEMENT'S RESPONSE

Comment 1. Management stated that the draft report did not include any of their explanations or
reasons given for charging various itemsto the SDB funds and that the report did not describe the
conditions under which their decisions were made. Management construed absence of their
explanations and the conditions as creating a strong impression of wrongdoing or bad faith.
Management objected to the perceived inference that there was bad faith involved in SBA’s
decisions to allocate costs to the SDB program under the Economy Act. Management stated that
all parties concerned believed that SBA would receive considerably more certification
applications, requiring amuch larger staff, larger facilities, and more equipment than has so far
proved to be the case. Management firmly believes that all decisions have been made in good faith
and that all funding allocations were justified, legal and appropriate.

OIG Evaluation 1. The draft report did not state or imply that there was wrongdoing or bad faith.
It identified those expenditures where SDB funds were used but should not have been. When
Management provided an adequate explanation during the audit process justifying the costs, we
accepted their explanation. However, if Management provided no feedback or the explanation was
not convincing, we questioned the item in the report. Where appropriate, we have included
explanations from Management’ s responses to the draft report in the final report.

Comment 2. Management stated that the draft report was inaccurate and misleading by reporting
that a portion of the office space in the WDC was designed for the HUBZone program. They
claimed that the auditors were looking at preliminary plans, which plotted HUBZone in the WDC
blueprints, and that this plan was ultimately not used.

OIG Evaluation 2. We stated that nine percent of the office space in the WDC was designed for
the HUBZone program because we were told by Administrative Services that there was no other
blueprint for the WDC that excluded HUBZone on the plan. The blueprint Management referred
to as“preliminary” was dated 8/2/98, and construction was to start soon thereafter on 8/24/98, so it
did not appear that this was merely apreliminary blueprint. We aso had the following additional
evidence to conclude that SBA designed part of the 8" floor of the WDC for the new HUBZone
Program:

* Furniture layout plans for that area, dated 8/10/98, also indicated “HUBZone”;

* A 9/2/98 opinion signed by the Designated Agency Ethics Officer within the Office of General
Counsel concerning a company involved in designing and constructing the space in question
referred to this area as “ new space for the SDB and HUBZone programs at the Headquarters
building”;

* Thepunch list that SBA completed after completion of the WDC construction referenced the
HUBZone offices;

* A HUBZone employee informed us as late as July-August 1999 (several months after
construction was compl eted) she packed her office because she was getting ready to move to
the WDC.
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Despite this evidence that some of the SDB funds were used to build HUBZone space, we dropped
the questioned costs relating to HUBZone based on the rational e that the Agency built space for
122 employees.

Comment 3. Management stated that the 8(a) Division of Program Certification and Eligibility’s
(DPCE) current location in the WDC does not indicate that this space was constructed for their
benefit.

OIG Evaluation 3. The draft report did not state or allude that the space in the WDC was
constructed for the benefit of 8(a) DPCE. The actual wording in the draft report was “Nine percent
of the newly acquired office space on the 8" floor was designed for the HUBZone program and
eventually used by the Division of Program Certification and Eligibility within the 8(a) Program.”
The purpose of that statement was to show that 9% of the space was neither designed for nor
occupied by SDB funded employees.

Comment 4. Management stated that “all 8(a) firms are necessarily SDBs.”

OIG Evaluation 4. During the audit, SBA officials presented the argument that since all 8(a)
companies were SDBs, SDB funds could be used for 8(a) purposes. While 8(a) firms are
necessarily SDBs, that does not mean that SDB funds should pay for costs that have been
historically paid for with 8(a) funds and that are for the use of the 8(a) Program, e.g. 8(a)
certification costs. The 8(a) program already receives funding through the SBA budget, and the
SDB certification funds should not be used to augment the 8(a) budget.

Comment 5. Management stated that the SDB Certification program, in addition to certification,
provides contract benefits for SDBs, and includes outreach and training.

OIG Evaluation 5. SBA’s SDB Certification program (versus the government-wide SDB
program), responsibilities are limited to those listed in the Federal Register dated June 30, 1998,
page 35771: (1) certifying SDBSs, (2) resolving protests regarding SDB status, (3) overseeing a
network of private certifiers, and (4) maintaining a database of certified SDBs. As such, it does
not include providing contract benefits to SDBs, and SDB funding for outreach and training should
be limited to the SDB certification process.
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APPENDIX E
OFFICE OF INSPECTOR GENERAL
AUDITING DIVISION

AUDIT REPORT DISTRIBUTION

Recipient Number of Copies
AGMINISIFEBION ...ttt b et e e e e b sneenenneens 1
Deputy AAMINISIIALON .....oiueeiieeeiteeie ettt st e e e sne e besneesreeeesneens 1
Associate Administrator for Small Disadvantaged Business

Certification and ElQIDIITY .......oooiiiiieeee e s 1
Associate Deputy Administrator for Management & Administration .............cccceeueeee 1
Chief INfOrmation OFfICEN ..o e 1
Chief FINANCIal OFfICEN ... e 1

Attn.: Jeff Brown

GENEIAl COUNSE ...ttt nn e 2
Assistant Administrator for AAMINISIIation ...........ccoeeerirereeineeesesee e 1
General AccoUNtiNg OFffiCE ....cueciieiceesi e e 2
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